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Certified Capital Companies Administration L apse (Commer ce)

CURRENT LAW

The Certified Capital Companies (CAPCO) program was created by 1997 Wisconsin Act
215. Under the program, an insurance premiums tax credit is provided for insurance company
investments in certified capital companies. The certified capital companies are required to use
these funds to provide capital to certain small businesses. If the certified capital companiesfail to
make the required investments in these small businesses, the insurance companies must repay all
or part of the premiums tax credits. Commerce administers the CAPCO program and certified
capital companies must pay an application fee of $7,500 and annual certification fee of $5,000 to
the Department. Fees are placed in a program revenue appropriation for administrative expenses.

GOVERNOR

No provision.

DISCUSSION POINTS

1 The CAPCO program provides a credit against insurance premiums taxes due equal
to the lesser of 10% of a certified capital investment or the amount by which the sum of the
clamant's certified capital investments and qualified investments exceeds the claimant's qualified
investments in the tax year prior to the year in which the credit was first claimed. The credit can be
claimed for 10 years, beginning with the year of investment. Unused credit amounts can be carried
forward to offset future premiums tax liabilities until the unused credit amounts are entirely offset
against premiums tax liabilities. An insurer may sell credits to another insurer if the seller notifies
the Office of the Commissioner of Insurance (OCI) with a copy of the transfer papers.

2. The maximum amount of total certified capital investments that can be made is $50
million. Therefore, the maximum amount of insurance premiums tax credits that can be claimed in
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one year is $5 million, and the maximum amount of total credits that can be claimed over 10 years
is $50 million.

3. In October, 1999, Commerce certified $50 million in certified capital investmentsin
three venture capital firms. A tota of thirty-three insurance companies made the $50 million in
capital investments in these certified capital companies. The three certified firms and their
allocations of certified investments are as follows. () Advantage Capital Wisconsin Partners |,
Limited Partnership, Madison, $16.6 million; (b) Banc One Stonehenge Capital Fund Wisconsin,
LLC, Milwaukee, $16.6 million; and (c) Wilshire Investors, LLC, Mequon, $16.6 million. As of
December, 2002, the three certified capital companies had made total qualified investments as
follows. (a) Advantage Capita Wisconsin Partners |, Limited Partnership - $7.6 million in six
investments; (b) Banc One Stonehenge Capital Fund Wisconsin, LLC - $5.1 million in six
investments, and (c) Wilshire Investors, LLC - $5.2 million in four investments. The sixteen
qualified investments were made in 14 qualified businesses. Two businesses received investments
from two CAPCOs.

4, Act 215 provided Commerce with a continuing, program revenue, appropriation
and 2.0 PR positions to administer the CAPCO program. It was estimated that funding for the
positions and related expenses would be $100,700. The Department indicated that the positions
would have a number of responsibilities related to the program including: (a) certifying capital
companies, (b) certifying capital investments; (c) certifying quaified businesses; (d) reviewing
annual reports and financia statements; () making written determinations; (f) conducting
compliance reviews, and (g) producing certain written notices.

5. The administrative positions were to be funded with registration and annual
certification fees. However, the fee revenues were not sufficient to fund either position. As aresult,
the positions remained vacant between 1998 and 2001. Since there are three certified capital
companies authorized to make certified capital investments, total annual revenues for the
appropriation are the three annual certification fees, or $15,000. This is not sufficient ongoing
revenue to fund either position. Consequently, the two vacant positions funded from the CAPCO
administration appropriation were eliminated in the 2001-03 budget (2001 Wisconsin Act 16).

6. The CAPCO program is currently administered through the Bureau of Business
Finance and is absorbed by approximately 0.33 position which is funded with GPR. Current
administrative activities include: (a) certifying certified capital companies; (b) certifying certified
capital investments; (c) issuing business determinations; (d) receiving and reviewing annual reports,
(d) making written determinations regarding distributions from certified capital companies; (f)
determining and providing written notice of disqudification of an investment; (g) conducting
compliance reviews of CAPCOS; (h) ensuring investment schedules have been met; and (i)
responding to inquiries.

7. The CAPCO administration appropriation does not have expenditure authority but,
since it is a continuing appropriation, such authority is not technically necessary for Commerce to
spend the appropriation monies on CAPCO-related expenses. Historically, the Department has
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charged some expenses to the appropriation. Expenditures by fisca year are: (a) 1999 -- $4,100; (b)
2000 -- $2,000; (c) 2001 -- $12,100; and (d) 2002 -- $0. Through February 2003, less than $200 in
expenditures had been charged to the appropriation. Based on current estimates of future
expenditures and revenues, the CAPCO administration appropriation is projected to have a June 30,
2005, balance of $113,400.

8. Since it was enacted in 1998, the CAPCO program has been administered primarily
through existing positions and funding. The positions originally provided for administration were
deleted and the year-end baance in the administration appropriation has increased each year.
Effectively, the state is administering the program primarily with general fund revenues and
positions. Since the funding in the CAPCO administration appropriation is directly intended for this
purpose it is justifiable to transfer the year-end balance in the appropriation to the general fund to
offset GPR expenditures incurred by Commerce for administering the program. Thiswould increase
GPR-Earned by $98,400 in 2003-04 and $15,000 in 2004-05. If the Department determined that
funding or positions supported by the appropriation were necessary to meet future workloads,
Commerce could request additional resources under s. 16.515/16.505 of the statutes.

9. The Department has used CAPCO fees to fund related administrative costs and
additional costs could be incurred in future years. Commerce indicates that additional expenditures
could result from future program changes. In addition, it might be necessary to design and develop a
new database to enable the Department to provide more accurate and timely accounting of CAPCO
investments and accounting requirements. Asaresult, it isargued, funding should remain available
to offset potential future expenditures.

10.  As passed by the Legidature, the 2001-03 budget included a provision that would
have required the year-end balance in the CAPCO administration appropriation to lapse to the
genera fund. The Governor item-vetoed this provision. In his veto message, the Governor indicated
that the lapse would limit the Department's resources for administering the CAPCO program

ALTERNATIVES

1 Require that the year-end balance in the CAPCO administration appropriation lapse
to the general fund as GPR-Earned.

Alternative 1 GPR
2003-05 REVENUE (Change to Bill) $113,400
2. Maintain current law.

Prepared by: Ron Shanovich
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